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KEY ECONOMIC INDICATORS 
(In Millions of U.S. Dollars Unless Otherwise Noted) 
(Projected) 
Domestic Economy 1985 1986 1987 
Population (millions) ‘ 14.0 14.4 14.7 
Population growth (%) ; 2.6 2.6 28 
GDP 3,418.2 3,918.9 
Per Capita GDP 244.2 aVaci 
GDP Index (1980)% Change ‘ ie -8.2 
GSP Index (1980)% Change -9.6 -7.4 4.3 
Consumer Price Index * Chg 30.3 29 2 16.9 


Production and Employment 

Labor Force (thousands) 6,465.0 6,638. 6,815.0 6,992.0 
Unemployment (Avg. %) 20.0 20. 25.0 35.0 
Indus. Product * Change ZT cd ~22. -8.4 34.0 
Oper. Deficit, % of GDP -0.3 . 4.2 Raise 
Overall Deficit, % of GDP 15.1 10.0 54.7 


Balance of Payments 

Exports (F.0O.B.) 95.7 

Imports (C.I.F.) -539.7 

Trade Balance -444.0 

Current Account Balance -~476.1 

Capital Account Balance - 73.0 

Overall Balance ~362:..2 

Foreign Exchange Reserves 94.3 

Avg Exchange Rate (X=US$1) 42.44 


79.1 99.2 
-542.7 -655.8 
-463.6 -556 .6 
-644.6 -T3ase 
- 63.2 ~ Jase 
-542.2 -441.7 

84.1 39.4 

40.42 300.0 


PR AWON OM 


Foreign Debt And Investment 

Debt 2,388.0 : 3,156.7 3,598.4 
Debt Service Paid -0- 36:5 59.7 40.2 
Debt Service Owed 80.9 £03... £77 <0 E73 
Service Owed (% Exp.) 84.5 134. 2237 L72.7 
Direct Investment (new) 8.2 Ts 9,14 -0- 
Direct Investment (cum.) 1,170.9 2. Rees i, i876 1,187.6 
U.S. Direct Invest. (cum.) -0- -0- 9.1 ee 
U.S. Share (%) -0- -0- 0.8 


-S.- Mozambigue Trade and Aid 

-S. Exports to Moz.F.A.S. “ai> ao. 23.4 
-S. Imports from Moz.CIF 26-1 ats 20.0 
-S. Share Moz.Exports (%) 14.6 18. 42.2 
-S. Share Moz.Imports (%) 5.8 ii. 12.4 
-S. Bilateral Economic Aid 34.8 60. 46.0 
-S. Bilateral Military Aid -0- -0- -0- 


Principal U.S. exports (1986): farm equipment, food, clothing 
Principal U.S. imports (1986): cashews, sugar, tea 


Sources: Bank of Mozambique, Ministry of Finance, National Bureau of 
Statistics. 
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SUMMARY 


Throughout 1986 and 1987, Mozambique continued its efforts to 
strengthen the economy, attract foreign investment, and defuse 
the RENAMO insurgency. The lack of physical security affected 
economic activity throughout the country. As a result, much of 
Mozambique's vast natural potential remains untapped. As the 
government struggles to attract foreign capital, the economy 
remains dependent on foreign assistance. 


Economic data for 1986 showed a slight rebound in production 
and continued deterioration in financial accounts. Gross 
social product (GSP) rose by 4.3 percent, thus reversing the 
steep decline of the previous 4 year period. Gross domestic 
product (GDP) per capita rose 11.4 percent. The current 
account deficit increased by 51 percent to $644.6 million. The 
budget deficit, while only 4.4 percent of GDP, was 55 percent 
of governmental expenditure. External debt increased from $2.3 
to $3.2 billion with debt service rising from 135 to 224 
percent of exports. 


Through the Program for Economic Rehabilitation (PRE), the 
government decisively set about the task of dismantling the 
centralized economic apparatus of the socialist state. The PRE 
included two devaluations, wage and price increases, layoffs of 
governmental workers, new organizations to promote profitable 
Management, and investment in Smaller, private economic units. 


In conjunction with the PRE, the London and Paris Clubs gave 
debt relief of $407 million and new commitments for $700. 
million in 1987 and $835 million in 1988, associated with a 
Structural Adjustment Facility from the International Monetary 
Fund (IMF) and new financing from the World Bank. 


The government's campaign to attract foreign investment is 
based on its open and supportive policy. Long-term prospects 
depend on three interrelated factors: the success of the PRE, 
the political and economic integration of the region, and 
physical security. Enroute to a market economy, the 
privatization program of the PRE will create opportunities for 
management consulting services and for sales of equipment for 
rehabilitation of factories. The U.S. Trade Development 
Program has identified several projects with sales potential. 
The Maputo International Trade Fatr, held for 2 weeks during 
August-September of each year, is an important opportunity to 
reach regional markets. 


PART A: CURRENT ECONOMIC SITUATION AND TRENDS 
Economic Growth: In 1986, the economy rebounded slightly from 


its steady slide of the previous 4 years. The gross social 
product (GSP) rose by 4.3 percent. The rise in GSP is the 
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result of increases in the agricultural and construction 
sectors. The gross domestic product (GDP) declined by 8.2 
percent, following a decline of 8.4 percent in 1984 and a rise 
of 4.7 percent in 1985. GSP is the more accurate measure of 
the economy, because it is based on production, while GDP is 
based on very approximate estimates of consumption, capital 
formation, exports, and imports. 


During the first half of 1987, production in industry and 
agriculture rose by 32 percent and 17 percent, respectively, 
from their levels during the first half of 1986. Perhaps, as 
governmental officials assert, these improvements are effects 
of the Program for Economic Rehabilitation (PRE), which began 
in January 1987. However, external factors, such as 
substantial increases in assistance and higher prices for 
export of cashews and shrimp, loom so large as to render such 
interpretations very uncertain. 


Agriculture: A trend toward increased production from private 
farms is visible. The effects of the PRE in agriculture are 


reflected in the increasing percentages of production from the 
private sector. 


In 1986, the 4th consecutive year of slight increases, the 
value of agricultural production, including crops, forestry 
products, and livestock, increased by 1.6 percent to $618.5 
million. Production of cashews, the primary export, continued 
its recovery from an all-time low of 18,000 tons in 1983 by 
rising 32 percent to 40,100 tons. Tea, another important 
export, continued its dramatic 58 percent decline since 1984, 
by dropping 74 percent to 6,400 tons. Production of sugar, the 
third important export, dropped 32.4 percent, contributing to 
the 10.2 percent decrease in agro-industry, since it is 
reported in that sector. The decrease is the result of the 
destruction of two large mills. 


Apparently because of deteriorating physical security, of the 
15 commercial crops other than cashews and tea, only four 
showed increases in production during 1986: cotton (+89 
percent), rice (+6.1 percent), coconut (+19 percent), and 
potatoes (+93.3 percent). The decreases among 10 of the other 
11 products were often severe, in the following percentages: 
corn (-63.3), sunflower seed (-82), fruits and vegetables 
(-29.5), beans (-22.2), citrus (-35.9), hemp (-71.6), beef 
(-28.1), pork (-37.0), eggs (-27.3), and milk (-58.9). Poultry 
production was unchanged. In contrast with these national 
figures, production in the "Green Zones" of Maputo Province has 
increased steadily because of the Commodity Import Program 


financed by the Agency for International Development for the 
agricultural sector. 
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These large changes reflect uncertainties in the conditions of 
production. The 34,000 tons of fruits and vegetables produced 
in 1985, the highest production since 1975, appeared to reflect 
the decontrol of prices and the support for small-scale 
farmers. Decontrol of prices may have caused citrus production 
to rise from 24,600 tons in 1984 to 31,500 tons in 1985. The 
fact that these levels could not be sustained in 1986 reflects 
the uncertainty of physical security. 


Industry: In 1986, the rate of the current decline in 
production, which began in 1983, slowed to 8.4 percent. This 
brings the total decrease to 51 percent of the 1981 value. 
Production in the heavy industry and energy subsector declined 
by 4.6 percent, with electrical power generation dropping by 
almost one-half and nine of the other 12 industries in the 
subsector showing substantial decreases. In addition, 
agro-industry decreased by 10.2 percent and information 
services declined by 15.7 percent. By contrast, light industry 
and consumer goods increased by 2.5 percent while minerals and 
construction rose by 4 and 8.6 percent, respectively. 


Factories and associated transport facilities continue to need 
rehabilitation. Destruction and neglect limit the productive 
capacity of every industry. Lack of foreign exchange for spare 
parts and raw materials causes plants to operate far below 
capacity. 


Mining: Minerals are potentially Mozambique's most valuable 
resource. Recent explorations have shown promising signs of 
several strategically important minerals. A survey by the U.S. 
Trade Development Program in June 1987, resulted in the 
following estimates of deposits: heavy metals, including 
ilmenite, zircao, and monazite (25 million tons); rare earth 
minerals, including yttrium, beryllium, and tantalum (quantity 
unknown); strategic minerals, including nickel, cobalt, 
chromium, platinum, manganese, and graphite (10 million tons of 
graphite; other quantities unknown); industrial minerals, 
including diatomite, bentonite, bauxite, and fluospar (1.5 
million tons of diatomite; other quantities unknown); energy 
minerals, including coal (10 billion tons) and natural gas (140 
billion cubic meters). Graphite and ilmenite (titanium) have 
been identified as prospects for feasibility studies. 


In 1986, mineral production rose by 4 percent. Coal production 
increased by 5 percent, and the remaining minerals increased by 
3.4 percent. Continual interruption of rail lines effectively 
strangled the effort to exploit these large and valuable 
deposits. 
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Coal is the subject of intensive efforts by the Government of 
the Peoples' Republic of Mozambique (GPRM) to attract foreign 
investment. In Tete Province, the GPRM, the German Democratic 
Republic, and the Soviet Union are rehabilitating the five 
operating mines of the Moatize area. Phase II of this project 
will establish two open-pit mines with a production of 6 
million tons per year, which will require investments in 
washing facilities, railways, and port facilities in addition 
to the mines themselves. The GPRM is attempting to assemble a 
consortium among British, West German, Brazilian, U.S., and 
Soviet firms for phase II. 


General Motors and British Leyland have similar consignment 
agreements to extract coal from the area and pay upon sale. 
Because of unexpectedly high transport costs, General Motors is 
not exercising the agreement. Other countries interested in 
the coal confirm that transport costs, which are high due to 
lack of physical security, are not affordable. 


Transport and Communications: The gross value of transport and 
communications increased by 2.2 percent in 1986 to $113.8 
million. This slight increase, the first since 1981, leaves 
activity in this sector at slightly more than half of its level 
in 1975. Domestic rail transport decreased by 4.7 percent and 
international services increased by 3.7 percent. Domestic port 
services increased by 14 percent and international port 


services decreased by 9.9 percent. Sea transport decreased by 
2.8 percent. 


Transport services for neighboring countries is traditionally a 
main source of foreign earnings. The port-rail systems of 
Beira, Nacala, and Maputo are vital economic factors. Despite 
attacks, improvements on the key rail lines are proceeding. 
British assistance, which has constructed more than 30 
kilometers of track, is critical for rehabilitation of the 
Limpopo line to Maputo. The Nacala-Nampula line is being 
rehabilitated with French, Portuguese, and Canadian assistance. 


The Beira Port Transport System has a Ten-Year Development Plan 
with total financial requirements of $661 million for port, 
railway, telecommunications, road, and other infrastructure 
projects to attract modern container shipping. The importance 
of the system is reflected in the facts that: (a) In 1986, 25 
percent of Zimbabwe's 3.2 million tons of trade, including 1 
million tons of petroleum, passed through Beira; (b) In 1987, 
Malawi is expected to export 1.2 million tons of coffee, tea 
and tobacco, half of it through Beira and half through Nacala; 
(c) In 1987, Zambia is expected to send half of its exports 


through Beira. By 1990, traffic through Beira is expected to 
be 5 million tons per year. 
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Budget: The government's domestic account deteriorated from a 
surplus of $7.1 million in 1984 to a deficit of $163.3 million 
in 1986. During 1985-86, the current deficit grew from 3.4 to 
4.2 percent of GDP, and the overall deficit (before grants) 
grew from 7.9 to 10 percent of GDP. The current and the 
overall deficits are projected to be 13.2 and 54.7 percent, 
respectively, of GDP in 1987. 


Total revenue is projected to increase by 374 percent in 1987, 
with total expenses rising by 492 percent. The increase in 
expenses is the result of large increases in each item of 
current expenditure and of a ten fold increase in capital 
expenditure. Defense and security spending, which is 40.42 
percent of projected current expenditures for 1987, will 
increase by 342 percent of its level in 1986. Large capital 
expenditures for 1987 result from the provisional budget 
proposal for loans to, and equity participation in, public 
enterprises from the proceeds of external grants. 


These large increases reflect both increased economic activity 
and the fact that prices have adjusted to devaluations and 
liberalizations. As a result, comparisons of percentages of 
GDP are more meaningful than changes in absolute value. GPRM 
officials state that during the first half of 1987 revenues 
have exceeded projections, and expenditures have been 
controlled within planned limits. 


Foreign Trade and Balance of Payments: In 1986, the external 
account continued to decline. At $79.1 million, exports were 
only 14.6 percent of imports, compared with 18 percent in 1985, 
and the trade deficit grew by 33.5 percent to $463.6 million. 
Although values of three of the five leading export products, 
cashews, shrimp, and sugar, rose by 35.5 percent, 7.5 percent, 
and 10.8 percent, respectively, these increases were more than 
offset by decreases in tea, coconut and citrus fruits of 51.2 
percent, 61.5 percent, and 32.7 percent, respectively. Shrimp 
remained the leading export at $38.3 million, followed by 
cashews ($16.7 million), sugar ($8.1 million), citrus fruits 
($2.2 million), coconut ($2.1 million), and tea ($1.3 
million). A services deficit of $181 million contributed to 
the largest current account deficit since 1982, in the amount 
of $644.6 million. 


The deficit in the capital account, which began at $73 million 
in 1984, reached $83.2 miliion in 1986. Foreign borrowing grew 
to $284 million, while amortization payments increased to 
$367.2 million. Thus, the overall deficit in 1986 reached 
$542.2 million, to be financed by the rescheduling of $536.2 
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million in arrears and the use of $6 million of reserves. In 
1987, the overall deficit is projected to decline, because of 
improvement in the ratio of foreign borrowing to amortization 
payments, to $441.7 million. This amount will be financed by 
debt relief. 


Foreign Investment: In the effort to develop Mozambique's vast 
natural resources, the GPRM's campaign to attract foreign 
investment has had surprising success, in view of the 
disadvantage posed by the lack of physical security. The 
United States, in comparison with the planning activities of 
the British, Japanese, Soviet, East German, Brazilian, Italian, 
and West German firms, is being left behind. The mineral 
sector has top priority in the GPRM's campaign to attract 
investment. The policies which determine treatment of foreign 
investors have been improved since 1984. Particularly 
important are the liberalized foreign investment code of 1984, 
the lengthened leaseholds for private use of land, and the 
mining law of July 1986. The most important newly planned 
foreign investment is the agreement signed in September 1987 
between the Ministry of Mineral Resources and British 
Petroleum, Ltd. The project has planned drilling costs of $31 
million for 1988 and 1989. 


The dominating foreign investment, far larger than all others 
combined, is the Cahora Bassa Dam. Designed during the 


colonial period to provide electricity to the Republic of South 
Africa, the dam was valued at $550.4 million at the time of 
independence in 1975, when 81.66 percent was owned by the 
Government and banks of Portugal and 18.34 percent by the 

GPRM. The agreement for operation of the dam originally 
provided for gradual transfer of shares until Mozambique 
acquired full ownership in the year 2005, but the transfer has 
not been implemented. Portugal's share in 1986 is valued at 
$1.2 billion. Because of the yearly costs of debt service ($50 
million) and maintenance ($70 million), not including repair of 
sabotaged transmission lines, combined with the obvious 
potential of the dam for regional development, interest in 
improving the management and distribution capability has 

grown. Tripartite agreements among Mozambique, Portugal, and 
South Africa have been revised periodically and are currently 
under discussion. 


Ten small investments by Swiss, Portuguese, British, South 
African, and Dutch firms have appeared during the past 3 years 
in response to the GPRM's campaign to attract capital. The 
sizes of these investments range from $38,000 to $5 million, 

and they are considered tentative, first-step investments 
designed to provide a foothold for larger operations when the 
security situation permits. The investments are mostly in 
agriculture, but also include gold mining and crocodile farming. 
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Four U.S. investments appeared in 1986 with a total value of 
$9.1 million in agriculture, fishing, mining, and irrigation 
equipment manufacture. The titanium mining project of Edlow 
Resources includes a $1.3 million committed investment for 
exploration and a potential value of more than $100 million. 
The Edlow project is important not only in itself but also 
because it may serve as a model of how to organize an 
investment with a physical security plan. Indirect investment 
in the form of loans of approximately $30 million from Equator 
Bank of Hartford, Connecticut, are in timber harvesting, 
fishing, and aircraft operation. 


Foreign Debt: In May and June 1987, Mozambique received debt 
relief of $407 million and commitments for $700 million in 1987 
and $835 million in 1988 from the Paris and London Clubs, a new 
two-part rehabilitation loan of $100 million from the World 
Bank, and an IMF Structural Adjustment Facility of 28.7 million 
Special Drawing Rights (SDR), with an additional 10 million SDR 
in enlarged access. Many governments offered interest rates for 
their rescheduled bilateral debts, which were concessional and 
in the vicinity of 1.5 percent. These credits, the debt 
relief, and the Structural Adjustment Facility were granted in 
conjunction with the implementation of the Program for Economic 
Rehabilitation (PRE), hopefully putting a gradual end to the 
deterioration of external accounts. 


Whether the debt, as rescheduled, is a load which Mozambique 
can bear is questionable. In spite of increases in industrial 
and agricultural production and exports of 34, 15, and 33 
percent, respectively, during the first half of 1987 compared 
with the first half of 1986, governmental officials state that 
projected export earnings will not allow payment of the 
interest on the debt for 1987 or 1988. Official statements 
reflect the government's demands for more "just" interest rates 
and for the ability to use a larger portion of its funds for 
"development" and a smaller portion for the repayment of debt. 
The most likely scenario is that the debt will increase and 
require regular reschedulings until the end of this century. 


The Economic Rehabilitation Program (PRE) of 1987-89 


Through the PRE, the GPRM is dismantling the centralized 
economic machinery of the socialist state. The PRE is a group 
of economic management policies designed to reverse the decline 
in production, to eliminate domestic and external deficits, and 
to establish the conditions for growth. The policies affect 
the exchange rate, foreign trading rights, pricing, credit, 
budgeting, interest rates, and institutional structures in 
agriculture, industry and transportation. As the initial stage 
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of a process which will require many years, the PRE seeks to 
replace centralized control with a private sector, through 
which economic decisions will be based on market prices and 
interest rates and on the comparative values of performances 
among firms and individuals. 


The GPRM began implementing the PRE in January 1987, with a 
devaluation from 40 to 200 meticais per dollar and followed in 
June with a second devaluation to 400 meticais per dollar. 
Layoffs of about 14 percent of governmental workers have been 
accomplished, toward a goal of 30 percent. Structural changes 
include adding to economic ministries new offices whose 
missions are to promote profitable management and to attract 
foreign investment. New investment is being directed toward 
smaller private organizations. Managers are seeking 
small-scale, locally adaptable technologies. The U.S. Agency 
for International Development (USAID) and the World Bank are 
assisting the development of the private sector through studies 
to identify opportunities for investment. 


The PRE is satisfying the conditions of policy required by the 
IMF in its Structural Adjustment Facility, although there is 
concern that the assumption that laid-off governmental workers 
can be reemployed is ill-founded. Assuming no deterioration in 
security and additional concessional assistance, the IMF 
expects to see modest growth in 1987 and 1988, accelerating in 
1989, by which time parallel exchange markets should be reduced 


and annual inflation should be improved. These conditions, in 
conjunction with increased use of market prices and activity in 
the private sector, would provide the basis for growth. 


PART B: IMPLICATIONS FOR THE UNITED STATES 


Enroute to the PRE's goal of a market economy, opportunities 
for consulting services will increase during 1988 and 1989. 
Under the umbrella term "Private Sector Rehabilitation," USAID 
has a technical assistance project to improve management and 
promote investment by means of nine subactivities with a total 
budget of $3 million. In parallel with this project, Arthur D. 
Little has just completed phase I of a two-phase study, funded 
by the World Bank, to identify the most promising firms for 
rehabilitation investment. If the results of these efforts can 
be applied to specific projects, a significant growth of 
private economic activity might occur, with the result that 
markets will be created for many goods and services. During 
the rehabilitation of these firms, many services in management 
training, consulting, and associated materials will be 
required. The United States has a strong comparative advantage 
in quality and cost for such goods and services. 
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The U.S. Trade Development Program (TDP) has identified 
numerous potential feasibility studies for investments in the 
minerals, forestry, agricultural, and industrial sectors. The 
best-defined projects are in the irrigation area. Titanium and 
graphite mining are most probable in the minerals sector, and 
furniture and wood veneer plants are good candidates in the 
forestry products sector. Expansion of production of the Mabor 
tire plant, partly owned by General Tire, of Akron, Ohio, is 
also a likely project. 


Near-term markets for U.S. goods and services must be created 
from external funds from developmental grants and concessional 
loans, since no uncommitted convertible currency can be created 
by purely domestic activity. The best example of this type of 
market is irrigation and agricultural equipment. There are 
four large agricultural projects with funds committed by the 
African Development Bank of $120 million for 1988 and 1989. 
About three-fourths of this amount will be spent on irrigation 
equipment and the remainder will be used for cultivating 
machinery, vehicles, and housing items such as furniture for 
the agricultural community. 


Long-term markets for U.S. goods and services depend on three 
interrelated factors: the Program for Economic Rehabilitation 
(PRE), the political and economic integration of the region, 


and the degree of physical security. If the PRE is successful 
in creating a strong private sector and domestic markets, the 
pressure of competition could lead to quality levels sufficient 
to enter export markets and earn convertible currency. 
Production could substitute for imports, allowing foreign funds 
to be used for investment in infrastructure. To the extent 
that southern Africa can achieve economic and political 
integration, the potential of projects such as the Cahora Bassa 
Dam and the Beira Port System could generate markets based on 
higher levels of activity. Finally, a reasonable degree of 
physical security would allow investment in economic 
infrastructure. 


U.S. firms may also find trade and investment opportunities 
from Mozambique's membership in the Southern Africa Development 
Coordination Conference (SADCC). SADCC was formed in 1980 with 
the objective of fostering coordinated regional economic 
development. SADCC members include Angola, Botswana, Lesotho, 
Malawi, Mozambique, Swaziland, Tanzania, Zambia, and Zimbabwe. 
Interested firms can obtain detailed documents on transport and 
communications projects from the SADCC sector coordinator, the 
Southern African Transport and Communications Commission 
(SATCC), which is based in Maputo. 
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Investment opportunities exist for extraction of natural 
resources and for rehabilitation of factories. Both of these 
activities are conducive to the taking of profits in resources 
or products rather than in currency. Numerous opportunities 
exist to provide capital, machinery, and management for the 
rehabilitation of wood processing, glass, furniture, and other 
factories which have suffered partial destruction or neglect. 


The GPRM is exerting great effort to attract foreign investment 
for development by creating policies favorable for profitable 
enterprises. Applications of the minerals law, the investment 
code, offshore banking agreements, and the ongoing revision of 
export regulations are examples of these policies. The 
attitude of the government is open and supportive. 


The Maputo International Trade Fair, held each year during the 
last week of August and the first week of September, is an 
important opportunity to reach both the Mozambican and the 
regional markets. In 1987, the U.S. Commercial Exhibit 
included displays by 12 U.S. manufacturers of irrigation 
equipment, a display of the titanium mining project by Edlow 
Resources, and a display of furniture manufacturing and other 
investments by Equator Bank. The exhibit was seen by more than 
100,000 persons, including numerous purchasing officials from 
all the countries in the region, and many sales leads 

resulted. Companies may obtain information on participation in 


the fair by contacting the Regional Export Development Office 
(Middle East-Africa), Room 1510, U.S. Department of Commerce, 
Washington, D.C. 20230. Alternately, firms may contact the 
commercial officer of the U.S. Embassy in Maputo, at Avenida 
Kenneth Kaunda 193, telex 6-143 AM EM MO, for assistance in 
fair participation and for general marketing assistance. 








